
227 

Rural Utilities Service, USDA Pt. 1770, Subpt. C, App. 

Subpart C—Accounting 
Interpretations 

SOURCE: 61 FR 39847, July 31, 1996, unless 
otherwise noted. 

§ 1770.26 General. 
(a) The standard provisions of the se-

curity instruments utilized by the 
Rural Utilities Service (RUS) and the 
Rural Telephone Bank (RTB) for all 
telecommunications borrowers require 
borrowers to at all times keep and safe-
ly preserve, proper books, records, and 
accounts in which full and true entries 
will be made of all of the dealings, 
business, and affairs of the borrower in 
accordance with the methods and prin-
ciples of accounting prescribed by the 
state regulatory body having jurisdic-
tion over the borrower and by the Fed-
eral Communications Commission 
(FCC) in its Uniform System of Ac-
counts for telecommunications compa-
nies (47 CFR part 32), as those methods 
and principles of accounting are sup-
plemented from time to time by RUS. 

(b) This subpart implements those 
standard provisions of the RUS and 
RTB security instruments by pre-
scribing accounting principles, meth-
odologies, and procedures applicable to 
all telecommunications borrowers for 
particular situations. 

§ 1770.27 Definitions. 
As used in this part: 
Borrower is an RUS telecommuni-

cations borrower. 
Cushion of Credit Account is a 5 per-

cent interest bearing account estab-
lished by RUS in which all voluntary 
payments or overpayments on Rural 
Electric and Telephone Revolving 
Funds after October 1, 1987, are depos-
ited. 

FCC is the Federal Communications 
Commission. 

Part 32 is 47 CFR part 32, Uniform 
System of Accounts, issued by the Fed-
eral Communications Commission. 

RAO is the Responsible Accounting 
Officer of the Federal Communications 
Commission. 

RE Act is the Rural Electrification 
Act of 1936, as amended (7 U.S.C. 901 et 
seq.). 

RETRF is the Rural Electric and 
Telephone Revolving Fund. 

RTB is the Rural Telephone Bank. 
RUS is the Rural Utilities Service, an 

agency of the United States Depart-
ment of Agriculture, or its predecessor 
or successor. 

§§ 1770.28–1770.45 [Reserved] 

APPENDIX TO SUBPART C OF PART 1770— 
ACCOUNTING METHODS AND PROCE-
DURES REQUIRED OF ALL BOR-
ROWERS 

All borrowers shall maintain and keep 
their books of accounts and all other books 
and records which support the entries in 
such books of accounts in accordance with 
the accounting principles prescribed in this 
appendix. 

Numerical Index 

Number and Title 

101 Postretirement Benefits 
102 Rural Telephone Bank Stock 
103 Cushion of Credit Investments 
104 Rural Economic Development Loan and 

Grant Program 
105 Satellite and Cable Television Services 
106 Consolidated Financial Statements 
107 Allowance for Funds Used During Con-

struction 
108 Reporting Comprehensive Income 
109 Disclosures About Pensions and Other 

Postretirement Benefits 

Subject Matter Index Number 

A 
AFUDC—107.

C 
Cable Television Services ............ 105 
Comprehensive Income—108.
Consolidated Financial State-

ments ....................................... 106 
Cushion of Credit Investments .... 103 

D 
Disclosures—109.

E 
Economic Development Loan and 

Grant Program ......................... 104 
F 

Financial Statements—Consoli-
dated ........................................ 106 

I 
Income, Other Comprehensive— 

108.
Investments—Cushion of Credit .. 103 

O 
Other Postretirement Benefits— 

109.
P 

Pensions—109.
Postretirement Benefits .............. 101 

R 
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Subject Matter Index Number 

Rural Economic Development 
Loan and Grant Program ......... 104 

Rural Telephone Bank Stock ...... 102 
S 

Satellite Television Services ...... 105 
Stock—Rural Telephone Bank .... 102 

101 Postretirement Benefits 

A. Statement of Financial Accounting 
Standards No. 106, Employers’ Accounting 
for Postretirement Benefits Other than Pen-
sions (Statement No. 106), requires reporting 
entities to accrue the expected cost of post-
retirement benefits during the years the em-
ployee provides service to the entity. For 
purposes of applying the provisions of State-
ment No. 106, members of the board of direc-
tors are considered to be employees of the 
cooperative. Prior to the issuance of State-
ment No. 106, most reporting entities ac-
counted for postretirement benefit costs on a 
‘‘pay-as-you-go’’ basis; that is, costs were 
recognized when paid, not when the em-
ployee provided service to the entity in ex-
change for the benefits. (Statement 106 is 
available from the Financial Accounting 
Standards Board, 401 Merritt 7, P.O. Box 5116, 
Norwalk, CT. 06856–5116.) 

B. As defined in Statement No. 106, a post-
retirement benefit plan is a deferred com-
pensation arrangement in which an employer 
promises to exchange future benefits for an 
employee’s current services. Postretirement 
benefit plans may be funded or unfunded. 
Postretirement benefits include, but are not 
limited to, health care, life insurance, tui-
tion assistance, day care, legal services, and 
housing subsidies provided outside of a pen-
sion plan. 

C. Statement No. 106 applies to both writ-
ten plans and to plans whose existence is im-
plied from a practice of paying postretire-
ment benefits. An employer’s practice of pro-
viding postretirement benefits to selected 
employees under individual contracts with 
specific terms determined on an employee- 
by-employee basis does not, however, con-
stitute a postretirement benefit plan under 
the provisions of this statement. 

D. Postretirement benefit plans generally 
fall into three categories: single-employer 
defined benefit plans, multiemployer plans, 
and multiple-employer plans. 

E. A single-employer plan is a postretire-
ment benefit plan that is maintained by one 
employer. The term may also be applied to a 
plan that is maintained by related parties 
such as a parent and its subsidiaries. A mul-
tiemployer plan is a postretirement benefit 
plan in which two or more unrelated employ-
ers contribute, usually pursuant to one or 
more collective-bargaining agreements. One 
characteristic of a multiemployer plan is 
that the assets contributed by one partici-

pating employer may be used to provide ben-
efits to employees of other participating em-
ployers since assets contributed by an em-
ployer are not segregated in a separate ac-
count or restricted to provide benefits only 
to employees of that employer. 

F. A multiple-employer plan is a post-
retirement benefit plan that is maintained 
by more than one employer but is not a mul-
tiemployer plan. A multiple-employer plan is 
generally not collectively bargained and is 
intended to allow participating employers to 
pool their plan assets for investment pur-
poses and reduce the cost of plan administra-
tion. A multiple-employer plan maintains 
separate accounts for each employer so that 
contributions provide benefits only for em-
ployees of the contributing employer. 

G. The accounting requirements set forth 
in this interpretation focus on single- and 
multiple-employer plans. The accounting re-
quirements set forth in Statement No. 106 
for multiemployer plans or defined contribu-
tion plans shall be adopted for borrowers 
electing those types of plans. 

H. Under the provisions of Statement No. 
106, there are two components of the post-
retirement benefit cost: the current period 
cost and the transition obligation. The tran-
sition obligation is a one-time accrual of the 
costs resulting from services already pro-
vided. Statement No. 106 allows the transi-
tion obligation to be deferred and amortized 
on a straight-line basis over the average re-
maining service period of the active employ-
ees. If the average remaining service period 
of the active employees is less than 20 years, 
a 20-year amortization period may be used. 

I. Accounting Requirements 

A. All borrowers shall adopt the accrual 
accounting provisions and reporting require-
ments as set forth in Statement No. 106. The 
transition obligation and accrual of the cur-
rent period cost must be based upon an actu-
arial study. This study must be updated to 
allow the borrower to comply with the meas-
urement date requirements of Statement No. 
106; however, the study must, at a minimum, 
be updated every five years. Borrowers may 
not account for postretirement benefits on a 
‘‘pay-as-you-go’’ basis. 

B. Under the provisions of Statement No. 
106, an entity may recognize the transition 
obligation, in its entirety, when Statement 
No. 106 is first adopted or the entity may 
elect to delay the recognition of the transi-
tion obligation. On December 26, 1991, how-
ever, the FCC issued 6 FCC Rcd 7560, which 
requires telecommunications carriers to rec-
ognize the transition obligation on a delayed 
basis. RUS reviewed this issuance and has 
determined that borrowers must comply 
with this ruling and recognize the transition 
obligation on a delayed basis. 

C. The deferral and amortization of the 
transition obligation on a delayed basis is 
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considered to be an off balance sheet item. 
As a result, an accounting entry is not re-
quired at the time of adoption of Statement 
No. 106. Instead, the transition obligation is 
recognized as a component of postretirement 
benefit cost as it is amortized. The amount 
of the unamortized transition obligation 
must be disclosed in the notes to the finan-
cial statements. 

D. In accordance with the provisions of Re-
sponsible Accounting Officer (RAO) Letter 
20, released by the FCC on April 24, 1992, Ac-
count 4310, Other Long-Term Liabilities, 
shall be used to record the liability accrued 
for postretirement benefits. (RAO Letter 20 
is available from the Federal Communica-
tions Commission, 1919 M Street, NW., Wash-
ington, DC 20554.) Borrowers shall credit this 
account for the net periodic cost of post-
retirement benefits for the current year and 
shall debit this account for any fund pay-
ments made during the current year. 

E. Net periodic postretirement benefit cost 
includes current period service cost, interest 
cost, return on plan assets, amortization of 
prior service cost, gains and losses, and am-
ortization of the transition obligation. If 
fund payments create a debit balance in the 
postretirement benefits portion of Account 
4310, the debit balance applicable to post-
retirement benefits shall be reported in Ac-
count 1410, Other Noncurrent Assets. Ac-
count 1410 shall also be used to record any 
prepaid postretirement benefit cost. 

F. The benefits portion of the expense ma-
trix for the appropriate Part 32 expense ac-
counts shall be used to record the current pe-
riod service cost component of the current 
year’s net periodic postretirement benefit 
cost. The interest cost component, return on 
plan assets, amortization of prior service 
cost, gains and losses, and amortization of 
the transition obligation shall be charged to 
the benefits portion of the expense matrix of 
Account 6728, Other General and Administra-
tive. 

II. Effective Date and Implementation 

A. For plans outside the United States and 
for defined benefit plans of employers that 
(a) are nonpublic enterprises and (b) sponsor 
defined benefit postretirement plans with no 
more than 500 plan participants in the aggre-
gate, Statement No. 106 is effective for fiscal 
years beginning after December 15, 1994. For 
all other plans, Statement No. 106 is effec-
tive for fiscal years beginning after Decem-
ber 15, 1992. 

102 Rural Telephone Bank Stock 

A. Capital stock issued by the Rural Tele-
phone Bank consists of Class A, Class B, and 
Class C stock. Class A stock is issued only to 
the Administrator of RUS on behalf of the 
United States in exchange for capital fur-
nished to RTB. 

B. Class B stock is issued only to recipi-
ents of loans under Section 408 of the Rural 
Electrification Act (RE Act). Borrowers re-
ceiving loan funds pursuant to Section 408(a) 
(1) or (2) of the RE Act are required to invest 
5 percent of the amount of loan funds ap-
proved in Class B stock. No dividends are 
payable on Class B stock. All holders of Class 
B stock are entitled to patronage refunds in 
the form of Class B stock under the terms 
and conditions specified in the bylaws of the 
RTB. 

C. Class C stock is available for purchase 
by borrowers, corporations, and public bodies 
eligible to borrow under Section 408 of the 
RE Act, or by organizations controlled by 
such borrowers, corporations and public bod-
ies. The payment of dividends is in accord-
ance with the bylaws of the RTB. 

Accounting Requirements 

A. The purchase of RTB stock required by 
the RE Act shall be debited to Account 
1402.1, Investments in Nonaffiliated Compa-
nies—Class B RTB Stock. Patronage refunds 
in the form of additional shares of RTB Class 
B Stock shall be debited to Account 1402.1 
and credited to Account 1402.11, Investments 
in Nonaffiliated Companies—Class B RTB 
Stock—Cr. 

B. Purchases of Class C RTB stock shall be 
debited to Account 1402.2, Investments in 
Nonaffiliated Companies—Class C RTB 
Stock. Cash dividends received on Class C 
RTB stock shall be credited to Account 7310, 
Dividend Income. 

C. Once a borrower has repaid all of its 
RTB loans, it may request that its Class B 
stock be converted to Class C stock. When 
the conversion is made, Account 1402.2 shall 
be debited and Account 1402.1 shall be cred-
ited for the face value of the stock con-
verted. Account 1402.21, Investments in Non-
affiliated Companies—Class C RTB Stock— 
Cr., shall be credited and Account 1402.11 
shall be debited for the face value of the 
Class B stock that has been received as pa-
tronage refunds. 

103 Cushion of Credit Investments 

A. The RUS Cushion of Credit account is 
an investment account bearing an interest 
rate of 5 percent. All voluntary payments or 
overpayments on Rural Electric and Tele-
phone Revolving Fund (RETRF) loans made 
after October 1, 1987, are deposited into this 
account in the appropriate borrower’s name. 

Accounting Requirements 

A. The following journal entries shall be 
used by RUS borrowers to record the trans-
actions associated with cushion of credit 
payment: 
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1. Dr. 4210.18, RUS Notes—Advance Pay-
ments, Dr. Cr. 1130.1/1120.11, Cash—Gen-
eral Fund. To record the cushion of cred-
it payment. 

2. Dr. 4210.18, RUS Notes—Advance Pay-
ments, Dr. Cr. 7320/7300.2, Interest In-
come. To record interest earned on cush-
ion of credit deposits. 

3. Dr. 4210.12, RUS Notes, Cr. 4210.18, RUS 
Notes—Advance Payments, Dr. To apply 
cushion of credit payments (and interest) 
to the RUS note. 

104 Rural Economic Development Loan and 
Grant Program 

A. On December 21, 1987, Section 313, Cush-
ion of Credit Payments Program (7 U.S.C. 901 
et seq.), was added to the RE Act. Section 313 
establishes a Rural Economic Development 
Subaccount and authorizes the Adminis-
trator of the RUS to provide zero interest 
loans or grants to RE Act borrowers for the 
purpose of promoting rural economic devel-
opment and job creation projects. Effective 
December 5, 1994, this authority was assigned 
to the Administrator, Rural Business and 
Cooperative Development Service. 

B. 7 CFR part 1703, Subpart B, Rural Eco-
nomic Development Loan and Grant Pro-
gram, sets forth the policies and procedures 
relating to the zero interest loan program 
and for approving and administering grants. 

Accounting Requirements 

A. The accounting journal entries required 
to record the transactions associated with a 
Rural Economic Development grant are as 
follows: 
1. Dr. 1130.4/1120.14, Cash—General Fund— 

Economic Development Grant Funds. Cr. 
4210.25, RUS Notes—Economic Develop-
ment Grant; Cr. 4540.41, Other Capital— 
Miscellaneous; or Cr. 7360/7300.6, Other 
Nonoperating Income. To record grant 
funds disbursed by RUS. If the grant 
agreement requires repayment of the 
funds upon termination of the revolving 
loan program, Account 4210.25 shall be 
credited. If the grant agreement states 
that there is absolutely no obligation for 
repayment upon termination of the re-
volving loan program, the funds shall be 
accounted for as a permanent infusion of 
capital by crediting Account 4540.41. If, 
however, the grant agreement is silent as 
to the final disposition of the grant 
funds, Account 7360/7300.6 shall be cred-
ited. 

2. Dr. 1401.1, Other Investments in Affiliated 
Companies—Federal Economic Develop-
ment Grant Loans or Dr. 1402.4, Other In-
vestments in Nonaffiliated Companies— 
Federal Economic Development Grant 
Loans Cr. 1130.4/1120.14, Cash—General 
Fund—Economic Development Grant 
Funds. To record a Federal revolving 

loan to an economic development 
project. 

3. Dr. 1130.1/1120.11, Cash—General Fund. Cr. 
7360/7300.6, Other Nonoperating Income. 
To record payment of loan servicing fees 
charged to the economic development 
project. 

4. Dr. 1130.5/1120.15, Cash—General Fund— 
Economic Development Non-Federal Re-
volving Funds. Cr. 1401.1, Other Invest-
ments in Affiliated Companies—Federal 
Economic Development Grant Loans or 
Cr. 1402.4, Other Investments in Non-
affiliated Companies—Federal Economic 
Development Grant Loans. To record the 
repayment, by the project, of the Federal 
revolving loan. 

5. Dr. 1401.2, Other Investments in Affiliated 
Companies—Non-Federal Economic De-
velopment Grant Loans or Dr. 1402.5, 
Other Investments in Nonaffiliated Com-
panies—Non-Federal Economic Develop-
ment Grant Loans. Cr. 1130.5/1120.15, 
Cash—General Fund—Economic Develop-
ment Non-Federal Revolving Funds. To 
record a Non-Federal revolving loan to 
an economic development project. 

6. Dr. 1210, Interest and Dividends Receivable 
Cr. 7320/7300.2, Interest Income. To record 
the interest earned on a Non-Federal re-
volving loan to an economic development 
project. 

7. Dr. 1130.5/1120.15, Cash—General Fund— 
Economic Development Non-Federal Re-
volving Funds. CR. 1401.2, Other Invest-
ments in Affiliated Companies—Non-Fed-
eral Economic Development Grant Loans 
or Cr. 1402.5, Other Investments in Non-
affiliated Companies—Non-Federal Eco-
nomic Development Grant Loans. To 
record the repayment, by the project, of 
the Non-Federal revolving loan. 

B. The accounting journal entries required 
to record the transactions associated with a 
Rural Economic Development loan are as 
follows: 
1. Dr. 4210.26, Economic Development Notes— 

Unadvanced, Fr. Cr. 4210.25, Economic 
Development Notes. To record the con-
tractual obligation to RUS for the Eco-
nomic Development Notes. 

2. Dr. 1130.6/1120.16, Cash—General Fund— 
Economic Development Loan Funds Cr. 
4210.26, Economic Development Notes— 
Unadvanced, Dr. To record the receipt of 
the economic development loan funds. 

3. Dr. 1401.3, Other Investments in Affiliated 
Companies—Federal Econmic Develop-
ment Loans or Dr. 1402.6, Other Invest-
ments in Nonaffilitated Companies—Fed-
eral Economic Development Loans. Cr. 
1130.6/1120.16, Cash—General Fund— 
Ecoomice Development Loan Funds. To 
record the discursement of economci de-
velopment loand funds to the project. 

4. Dr. 1130.1/1120.11, Cash—General Fund. Cr. 
7360/7300.6, Other Nonoperating Income. 
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To record payment of loan servicing fees 
charged to the economic development 
project. 

5. Dr. 1210, Interest and Dividends Receivable 
Cr. 7320/7300.2, Interest Income. To record 
the interest earned on the investment of 
rural economic development loan funds. 

6. Dr. 7370, Special Charges. Cr. 1130.1, Cash— 
General Funds. To record the payment of 
interest earned in excess of $500 on the 
investment of rural economic develop-
ment loan funds. NOTE: Interest earned 
in excess of $500 must be used for the 
rural economic development project for 
which the loan funds were received or re-
turned to RUS. 

7. Dr. 1130.6/1120.16, Cash—General Fund— 
Economic Development Loan Funds. Cr. 
1401.3, Other Investments in Affiliated 
Companies—Federal Economic Develop-
ment Loans or Cr. 1402.6, Other Invest-
ments in Nonaffiliated Companies—Fed-
eral Economic Development Loans. To 
record repayment, by the project, of the 
economic development loan. 

8. Dr. 4210.25, Economic Development Notes. 
Cr. 1130.6/1120.16, Cash—General Fund— 
Economic Development Loan Funds. To 
record the repayment, to RUS, of the 
economic development loan funds. 

105 Satellite and Cable Television Services 

A. Many RUS borrowers have become in-
volved in providing either satellite or cable 
television services to their members and oth-
ers through subsidiaries, joint ventures, or 
as segments of their current operations. 

Accounting Requirements 

A. This section outlines the accounting to 
be followed when recording transactions in-
volving satellite or cable television services. 

1. Separate Subsidiary. If a borrower pro-
vides satellite or cable television services 
through a separate subsidiary, the invest-
ment in the subsidiary shall be debited to 
Account 1401, Investments in Affiliated Com-
panies. The net income or loss of the sub-
sidiary shall be debited or credited to Ac-
count 1401, as appropriate, with an offsetting 
entry to Account 7360, Other Nonoperating 
Income. 

2. Joint Venture. i. If a borrower provides 
satellite or cable television services through 
a joint venture, the borrower’s ownership in-
terest dictates the accounting methodology. 
If the borrower has less than a 20 percent 
ownership interest in the joint venture, the 
investment is accounted for under the cost 
method of accounting in Account 1402, In-
vestments in Nonaffiliated Companies. 
Under the cost method, the joint venture’s 
net income or loss is not recorded in the bor-
rower’s records. Income is recognized only to 
the extent of any dividends declared by the 
joint venture. When a dividend is declared, 

the borrower shall debit Account 1210, Inter-
est and Dividends Receivable, and credit Ac-
count 7310, Dividend Income. When the divi-
dend is received in cash, the borrower shall 
debit Account 1130.1, Cash—General Fund, 
and credit Account 1210. 

ii. If a borrower has a 20-percent or more 
ownership interest in the joint venture, the 
investment is accounted for under the equity 
method in Account 1401, Investments in Af-
filiated Companies. The borrower’s propor-
tionate share of the joint venture’s net in-
come or loss shall be debited or credited to 
Account 1401, as appropriate, with an offset-
ting entry to Account 7360, Other Nonop-
erating Income. 

3. Segment of Current Operations.i. If a bor-
rower provides satellite or cable television 
service as a segment of its current oper-
ations and there are no shared assets be-
tween this activity and the regulated tele-
communications activities of the borrower, 
the investment shall be debited to Account 
1406.1, Nonregulated Investments—Perma-
nent Investment. The net income or loss 
from providing such service shall be debited 
or credited, as appropriate, to Account 
1406.3, Nonregulated Investments—Current 
Net Income, with an offsetting entry to Ac-
count 7990, Nonregulated Net Income. 

ii. If a borrower provides satellite or cable 
television service as a segment of current op-
erations and shares assets between this ac-
tivity and the regulated telecommunications 
activities of the borrower, the franchise and 
application fees shall be debited to a sub-
account of Account 2690, Intangibles. The 
cost of the satellite or cable television equip-
ment shall be debited to a subaccount of Ac-
count 2231, Radio Systems. Revenues earned 
from providing satellite or cable service 
shall be credited to Account 5280, Nonregu-
lated Operating Revenue, while the associ-
ated expenses shall be recorded in a sub-
account of the applicable regulated expense 
accounts. 

4. Sale and Installation of Satellite or Cable 
Television Equipment.i. If a borrower sells or 
installs satellite or cable television equip-
ment as a segment of its current operations 
and there are no shared assets between this 
activity and the regulated telecommuni-
cations activities of the borrower, the pur-
chase of the equipment shall be debited to 
Account 1406.1, Nonregulated Investments— 
Permanent Investment. The net income or 
loss from providing such services shall be 
debited or credited, as appropriate, to Ac-
count 1406.3, Nonregulated Investments— 
Current Net Income, with an offsetting entry 
to Account 7990, Nonregulated Net Income. 

ii. If a borrower sells or installs satellite or 
cable television equipment as a segment of 
its current operations and shares assets be-
tween this activity and the regulated tele-
communications activities of the borrower, 
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the purchase of the equipment shall be deb-
ited to Account 1220.2, Property Held for 
Sale or Lease. Revenues received for the sale 
or installation of the equipment shall be 
credited to Account 5280, Nonregulated Oper-
ating Revenue, while the associated expenses 
shall be debited to a subaccount of the appli-
cable regulated expense accounts. 

106 Consolidated Financial Statements 

A. In October 1987, FASB issued Statement 
of Financial Accounting Standards No. 94, 
Consolidation of All Majority-Owned Sub-
sidiaries (Statement No. 94). (Statement 94 is 
available from the Financial Accounting 
Standards Board, 401 Merritt 7, P.O. Box 5116, 
Norwalk, CT 06856–5116.) For purposes of re-
porting to RUS, Statement No. 94 shall be 
applied as follows: 

1. A borrower that is a subsidiary of an-
other entity shall prepare and submit to 
RUS separate financial statements even 
though this financial information is pre-
sented in the parent’s consolidated state-
ments. 

2. In those cases in which a borrower has a 
majority-ownership in a subsidiary, the bor-
rower shall prepare consolidated financial 
statements in accordance with the require-
ments of Statement No. 94. These consoli-
dated statements must also include supple-
mentary schedules presenting a Balance 
Sheet and Income Statement for each major-
ity-owned subsidiary included in the consoli-
dated statements. 

B. Although Statement No. 94 requires the 
consolidation of majority-owned subsidi-
aries, the RUS Form 479, Financial and Sta-
tistical Report for Telecommunications Bor-
rowers, shall be prepared on an unconsoli-
dated basis by all borrowers. 

107 Allowance for Funds Used During 
Construction 

A. Statement of Financial Accounting 
Standard No. 34, Capitalization of Interest 
Cost, established the standards for capital-
izing interest cost as a part of the historical 
cost of acquiring certain assets. In order to 
capitalize interest, the asset must require a 
period of time to complete or to get it ready 
for its intended use. This standard applies to 
all entities that construct facilities for their 
own use and should be applied by RUS Tele-
communications borrowers as follows: 

1. Only actual interest costs incurred on 
external borrowings qualify to be capital-
ized. The interest rate used to calculate the 
amount of interest to be capitalized is based 
on the companies external borrowings. If a 
construction project is associated with spe-
cific debt, the interest rate on that debt is 
used to calculate interest cost to be capital-
ized. If the project is not associated with a 
specific debt, a weighted average of the rates 
of all existing debt shall be applied to ex-

penditures for the project. There is no mate-
riality threshold for adoption of this stand-
ard (47 CFR 32.26). 

2. If a borrower is involved in a joint con-
struction project, all determinations as to 
the amount of interest incurred and qualified 
for capitalization must be based on indi-
vidual financing arrangements with regard 
to the Interest During Construction rules. 

3. The capitalization period shall end when 
the asset is substantially complete and ready 
for its intended use. 

Disclosures 

A. The following information with respect 
to interest cost shall be disclosed in the fi-
nancial statements or related notes: 

1. For an accounting period in which no in-
terest cost is capitalized, the amount of in-
terest cost incurred and charged to expense 
during the period. 

2. For an accounting period in which some 
interest cost is capitalized, the total amount 
of interest cost incurred during the period 
and the amount thereof that has been cap-
italized. 

108 Reporting Comprehensive Income 

A. In June 1997, the Financial Accounting 
Standards Board issued Statement of Finan-
cial Accounting Standards No. 130, Reporting 
Comprehensive Income. This statement re-
quires that all items that meet the defini-
tion of the components of comprehensive in-
come be reported in the financial statements 
for the period in which they are recognized. 
Statement 130 establishes a distinction be-
tween comprehensive income and other com-
prehensive income. 

1. Comprehensive income is composed of net 
income and other comprehensive income. The 
net income is the result of operations result-
ing from the aggregation of revenues, ex-
penses, gains and losses that are not items 
that comprise other comprehensive income. 

2. Other comprehensive income is composed 
of the following: 

(a) Foreign currency items, 
(b) Minimum pension liability adjust-

ments, and 
(c) Unrealized gains and losses on certain 

investments in debt and equity securities. 
Gains or losses on investment securities in-
cluded in the net income of the current pe-
riod that also had been included in other 
comprehensive income as unrealized holding 
gains or losses in a prior period must be ad-
justed (called reclassification adjustments) 
in the presentation of other comprehensive 
income in the current period. 

B. Comprehensive income expressed as a for-
mula would be: 
Net Income ± items of other comprehensive in-

come = comprehensive income 
While Statement 130 requires that com-

prehensive income should be divided into 
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two broad display classifications, net income 
and other comprehensive income, it does not 
prescribe a specific format for displaying 
comprehensive income in the financial state-
ments. 

C. RUS Telecommunications borrowers 
that present a single Statement of Oper-
ations and Patronage Capital should present 
the components of other comprehensive income 
below the total for net income and then 
present the reconciliation of patronage cap-
ital (Retained Earnings). Borrowers that 
present a separate Statement of Patronage 
Capital (or Retained Earnings) should dis-
play the beginning balance of patronage cap-
ital (or retained earnings), net income for 
the period, other items of comprehensive in-
come and total comprehensive income before 
the presentation of other items of patronage 
capital (or retained earnings) for the period. 

109 Disclosures about Pensions and Other 
Postretirement Benefits 

A. Statement of Financial Accounting 
Standards (SFAS) No. 132, Employers’ Dis-
closures about Pensions and Other Post-
retirement Benefits, issued in February 1998, 
is effective for fiscal years beginning after 
December 15, 1998. This statement revises 
employers’ disclosure requirements for pen-
sion and other postretirement benefit plans. 
It does not change the measurement or rec-
ognition of those plans. The statement also 
permits reduced disclosures for nonpublic en-
tities, which are defined as any entity other 
than one: 

1. Whose debt or equity securities trade in 
a public market either on a domestic or for-
eign stock exchange or in the over-the- 
counter market, including securities quoted 
only locally or regionally, 

2. That makes a filing with a regulatory 
agency in preparation for the sale of any 
class of debt or equity securities in a public 
market, or 

3. That is controlled by an entity covered 
by 1 or 2 above. 

Public Entities and Those Controlled by Public 
Entities 

A. A commercial RUS Telecommuni-
cations borrower that meets the definition of 
a public entity and sponsors one or more de-
fined benefit pension or postretirement ben-
efit plan shall provide the following informa-
tion on a comparative basis for the state-
ments presented: 

1. A reconciliation of beginning and ending 
balances of the benefit obligation showing 
separately, if applicable, the effects during 
the period attributable to each of the fol-
lowing: 

(a) Service cost, 
(b) Interest cost, 
(c) Contributions by plan participants, 
(d) Actuarial gains and losses, 

(e) Foreign currency exchange rate 
changes, 

(f) Benefits paid, 
(g) Plan amendments, 
(h) Business combinations, 
(i) Divestitures, 
(j) Curtailments, 
(k) Settlements, and 
(l) Special termination benefits. 
2. A reconciliation of beginning and ending 

balances of the fair value of plan assets 
showing separately, if applicable, the effects 
during the period attributable to each of the 
following: 

(a) Actual return on plan assets, 
(b) Foreign currency exchange rate 

changes, 
(c) Contributions by the employer, 
(d) Contributions by plan participants, 
(e) Benefits paid, 
(f) Business combinations, 
(g) Divestitures, and 
(h) Settlements. 
3. The funded status of the plans, the 

amounts not recognized in the statement of 
financial position, and the amounts recog-
nized in the statement of financial position, 
including: 

(a) The amount of any unamortized prior 
service cost. 

(b) The amount of any unrecognized net 
gain or loss (including asset gains and losses 
not yet reflected in market-related value). 

(c) The amount of any remaining 
unamortized, unrecognized net obligation or 
net asset existing at the initial date of appli-
cation of SFAS No. 87, Employers’ Account-
ing for Pensions, or SFAS No. 106, Employ-
ers’ Accounting for Postretirement Benefits 
Other Than Pensions. 

(d) The net pension or other postretire-
ment benefit prepaid assets or accrued liabil-
ities. 

(e) Any intangible asset and the amount of 
accumulated other comprehensive income 
recognized pursuant to paragraph 37 of SFAS 
No. 87, as amended. 

4. The amount of net periodic benefit cost 
recognized, showing separately: 

(a) The service cost component, 
(b) The interest cost component, 
(c) The expected return on plan assets for 

the period, 
(d) The amortization of the unrecognized 

transition obligation or transition asset, 
(e) The amount of recognized gains and 

losses, the amount of prior service cost rec-
ognized, and 

(f) The amount of gain or loss recognized 
due to a settlement or curtailment. 

5. The amount included within other com-
prehensive income for the period arising 
from a change in the additional minimum 
pension liability recognized pursuant to 
paragraph 37 of SFAS No. 87, as amended. 
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6. On a weighted-average basis, the fol-
lowing assumptions used in the accounting 
for the plans: 

(a) Assumed discount rate, 
(b) Rate of compensation increase (for pay- 

related plans), and 
(c) Expected long-term rate of return on 

plan assets. 
7. The assumed health care cost trend 

rate(s) for the next year used to measure the 
expected cost of benefits covered by the plan 
(gross eligible charges) and a general de-
scription of the direction and pattern of 
change in the assumed trend rates there-
after, together with the ultimate trend 
rate(s) and when that rate is expected to be 
achieved. 

8. The effect of a one-percentage-point in-
crease and the effect of a one-percentage- 
point decrease in the assumed health care 
cost trend rates on (for purposes of this dis-
closure, all other assumptions shall be held 
constant, and the effects shall be measured 
based on the substantive plan that is the 
basis for the accounting): 

(a) The aggregate of the service and inter-
est cost components of net periodic post-
retirement health care benefit cost, and 

(b) The accumulated postretirement ben-
efit obligation for health care benefits. 

9. If applicable, the amounts and types of 
securities of the employer and related par-
ties included in plan assets, the approximate 
amount of future annual benefits of plan par-
ticipants covered by insurance contracts 
issued by the employer or related parties, 
and any significant transactions between the 
employer or related parties and the plan dur-
ing the period. 

10. If applicable, any alternative amortiza-
tion method used to amortize prior service 
amounts or unrecognized net gains and 
losses pursuant to paragraphs 26 and 33 of 
SFAS No. 87 or paragraphs 53 and 60 of SFAS 
No. 106. 

11. If applicable, any substantive commit-
ment, such as past practice or a history of 
regular benefit increases, used as the basis 
for accounting for the benefit obligation. 

12. If applicable, the cost of providing spe-
cial or contractual termination benefits rec-
ognized during the period and a description 
of the nature of the event. 

13. An explanation of any significant 
change in the benefit obligation or plan as-
sets not otherwise apparent in the other dis-
closures. 

B. RUS Telecommunications borrowers 
that sponsor two or more pension or post-
retirement plans may aggregate the required 
disclosures. If the disclosures are aggregated, 
the aggregate benefit obligation and aggre-
gate fair value of plan assets for plans with 
benefit obligations in excess of plan assets 
must be disclosed. 

C. RUS Telecommunications borrowers 
sponsoring defined contribution plans shall 

disclose the amount of cost recognized for 
defined contribution pension or other post-
retirement benefit plans during the period 
separately from the amount of cost recog-
nized for defined benefit plans. The disclo-
sures shall include a description of the na-
ture and effect of any significant changes 
during the period affecting comparability, 
such as a change in the rate of employer con-
tributions, a business combination, or a di-
vestiture. 

Nonpublic Entities 

A. RUS commercial and cooperative type 
borrowers that meet the definition of a non-
public entity, as previously defined, may 
elect to meet the following reduced disclo-
sure requirements: 

1. The benefit obligation. 
2. Fair value of plan assets. 
3. Funded status of the plan. 
4. Employer contributions. 
5. Participant contributions. 
6. Benefits paid. 
7. The amounts recognized in the state-

ment of financial position, including the net 
pension and other postretirement benefit 
prepaid assets or accrued liabilities and any 
intangible asset and the amount of accumu-
lated other comprehensive income recog-
nized pursuant to paragraph 37 of SFAS No. 
87, as amended. 

8. The amount of net periodic benefit cost 
recognized and the amount included within 
other comprehensive income arising from a 
change in the minimum pension liability 
recognized pursuant to paragraph 37 of SFAS 
No. 87, as amended. 

9. On a weighted-average basis, the fol-
lowing assumptions used in the accounting 
for the plans: Assumed discount rate, rate of 
compensation increase (for pay-related 
plans), and expected long-term rate of return 
on plan assets. 

10. The assumed health care cost trend 
rate(s) for the next year used to measure the 
expected cost of benefits covered by the plan 
(gross eligible charges) and a general de-
scription of the direction and pattern of 
change in the assumed trend rates there-
after, together with the ultimate trend 
rate(s) and when that rate is expected to be 
achieved. 

11. If applicable, the amounts and types of 
securities of the employer and related par-
ties included in plan assets, the approximate 
amount of future annual benefits of plan par-
ticipants covered by insurance contracts 
issued by the employer or related parties, 
and any significant transactions between the 
employer or related parties and the plan dur-
ing the period. 

12. The nature and effect of significant 
nonroutine events, such as amendments, 
combinations, divestitures, curtailments, 
and settlements. 
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B. The majority of RUS Telecommuni-
cations borrowers will fall within the defini-
tion of nonpublic entities with exception of 
those held by publicly traded holding compa-
nies. 

Multiemployer Plans 

A. An RUS Telecommunications borrower 
shall disclose the amount of contributions to 
multiemployer plans during the period. The 
borrower may disclose total contributions to 
multiemployer plans without disaggregating 
the amounts attributable to pensions and 
other postretirement benefits. The disclo-
sures shall include a description of the na-
ture and effect of any changes affecting com-
parability, such as a change in the rate of 
employer contributions, a business combina-
tion, or a divestiture. 

B. In some cases, withdrawal from a multi-
employer plan results in an obligation to the 
plan for a portion of the plan’s unfunded ac-
cumulated postretirement benefit obliga-
tion. If it is either probable or reasonably 
possible that (a) an employer would with-
draw from the plan under circumstances that 
would give rise to an obligation or (b) an em-
ployer’s contribution to the fund would be 
increased during the remainder of the con-
tract period to make up a shortfall in the 
funds necessary to maintain the negotiated 
level of benefit coverage, the employer shall 
apply the provisions of SFAS No. 5, Account-
ing for Contingencies. 

DISCLOSURE MATRIX 

Public 
entities 

Nonpublic 
entities 

Change in benefit obligation: 
Benefit obligation beginning of 

year ........................................ X ....................
Service Cost .............................. X ....................
Interest Cost .............................. X ....................
Actuarial Gain ............................ X ....................
Plan Amendments ..................... X ....................
Benefits Paid ............................. X ....................
Benefit obligation at end of year X X 
Change in plan assets: 
Fair value of plan assets begin-

ning of year ............................ X ....................
Actual return on plan assets ..... X ....................
Employer Contribution ............... X X 
Contributions by plan partici-

pants ...................................... X X 
Benefits Paid ............................. X X 
Fair value of plan assets at end 

of year .................................... X X 
Funded status: 
Unrecognized net actuarial loss 

(gain) ...................................... X X 
Unamortized prior service cost .. X X 
Unrecognized transition obliga-

tion ......................................... X X 
Prepaid (Accrued) benefit cost .. X X 
Weighted-average assumptions 

as of December 31: 
Discount rate ............................. X X 
Expected return on plan assets X X 
Rate of compensation increase X X 

DISCLOSURE MATRIX—Continued 

Public 
entities 

Nonpublic 
entities 

Components of net periodic 
benefit cost: 

Service cost ............................... X ....................
Interest cost ............................... X ....................
Expected return on plan assets X ....................
Amortization of prior service 

cost ........................................ X X 
Amortization of transition obliga-

tion ......................................... X X 
Recognized net actuarial loss ... X X 
Net periodic benefit cost ........... X X 

[61 FR 39847, July 31, 1996, as amended at 70 
FR 25758, May 16, 2005] 

PART 1773—POLICY ON AUDITS OF 
RUS BORROWERS 

Subpart A—General Provisions 

Sec. 
1773.1 General. 
1773.2 Definitions. 

Subpart B—RUS Audit Requirements 

1773.3 Annual audit. 
1773.4 Borrower responsibilities. 
1773.5 Qualifications of CPA. 
1773.6 Auditor communication. 
1773.7 Audit standards. 
1773.8 Audit date. 
1773.9 Disclosure of fraud, illegal acts, and 

other noncompliance. 
1773.10 Access to audit-related documents. 
1773.11–1773.19 [Reserved] 

Subpart C—RUS Requirements for the Sub-
mission and Review of the Auditor’s 
Report, Report on Compliance and on 
Internal Control Over Financial Report-
ing, and Management Letter 

1773.20 CPA’s submission of the auditor’s re-
port, report on compliance, report on 
compliance and on internal controls over 
financial reporting, and management let-
ter. 

1773.21 Borrower’s review and submission of 
the auditor’s report, report on compli-
ance and on internal control over finan-
cial reporting, and management letter. 

1773.22–1773.29 [Reserved] 

Subpart D—RUS Reporting Requirements 

1773.30 General. 
1773.31 Auditor’s report. 
1773.32 Report on compliance and on inter-

nal control over financial reporting. 
1773.33 Management letter. 
1773.34–1773.37 [Reserved] 
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